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Answer TWO (2) QUESTIONS from SECTION A and TWO (2) QUESTIONS from SECTION B 


SECTION A 
Question 1 


A state government has decided to introduce a price floor or minimum price above the equilibrium 
price per bushel of rice. Define what a price floor is. Why a government would consider imposing a 
price floor in the rice market? What are the expected impacts of the rice price floor on quantity 
supplied, quantity demanded and economic surplus? Is this an economically efficient policy? Explain 
why or why not. Use appropriate diagram(s) to illustrate and explain your answer. 


Question 2 


Define what a monopoly is and the sources of monopoly power. How does a monopoly maximise 
profits? Are there differences with respect to competitive markets? Use appropriate diagram(s) to 
illustrate and explain your answer. 


Question 3 


The government of a country wants to promote new tree plantations in the side of hills to control 
erosion. What type of market failure is the government aiming to correct? Describe the policy 
alternatives a government has to implement in this case. Use appropriate diagram(s) to illustrate and 
explain your answer. 


SECTION B 
Question 4 


Define the concepts of aggregate demand and circular flow of income, including injections and 
withdrawals. Identify the relationship between these two concepts. What would be the effect on GDP 
and fiscal budget if the government raises its expenditure on goods and services by $20 billion, and 
at the same time, raises taxes by $20 billion? Use appropriate diagram(s) to illustrate and explain 
your answer. 


Question 5 
What are the causes of inflation? Use appropriate diagram(s) to illustrate and explain your answer. 


Question 6 
What are the effects of an increase in capital accumulation, led by an increase in the rate of saving 
and investment, and technological advance on growth in potential output? What is meant by the term 


“steady-state output’? Use appropriate diagrar(s) to illustrate and explain your answer. 
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